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HEMORANDUM FOR THE DOMESTIC POLICY COUNCIL
FROM:
SUBJECT: Domestic Policy Council Meeting on July 2¢

Attached are an sqenda and papers for the Domestic Pelicy Council

meeting echeduled for Wednesday, July 24, 1985 at 2:00 p.m. in

the Roosevelt Room. Two agenda {tems will be covered, along with
/& dimcussion of Council working groups.

TR

" "The first agenda ltem will fnclude a review of Plat-Rate Per Diem
. . proposals., Hembers of Congreess have discussed introduction of
legislation mandating new travel policies, including increasses in
per diem rates. GSA and OMB have views on Administration actione
. that should be considered, cons{stent with executive branch re-
—<+—+8pOnsibilities, Terty Golden, CSA Adminpistrator, will present
- $thia {ssue to the Council. No papers are provided in advance,
cr.pbut information will be handed out at the meeting.

" The second agenda ltem will include discussion of the new Federal
I' |'Employees Retirement System, which is to be in, place by January
o l, 1986, Thies system will cover Pederal employees hized since
© U NJanuary 1, 1984 and numeraus elected and appeinted officialsa.
: Senators Roth and Steveng have been preparing a bill, and wish
21, the ARdminiatration’s views on certain features to be included in
A[ their bill. Joe Wright will describe the proposals and status of
' . this {scue. RAn ONB paper is included for your review prior to
the meeting. .

R

is

ety

4
{
L

'

In“sddition to the above, the Chalrman Pro Teﬁpore will discuss
the Domestic Policy Council's working groups.

Attachments '
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July 22, 1985

TTTT MEMORANDUM POR THE DOMESTIC POLICY COUNCIL

. SUBJECT: NHew Retirement System for VFederal
o Employeas Covered by Social Security

Cpee

T;~-.-xntgoduction : ‘

1347l 8enators Roth and Stevene ate Co-gponsoring legislation to create
~hi-.-8.0N68% retirement system fox Pedbral employees covered by Social

St rSecurity. “The Qffice of Personne) Management and the Dffice of

t

,:3::;“&&“&96&@&@ and Budget pupport the overall Roth/Btevans design fot

‘13'the new system. The Chief of 8taff has been apprised by the
vIRiESenators of the likely contents of their bill and hag {ndicated
;ﬁg?Ekg@n@ral support of ibslr approach, with the cavent that »
wfmpppCost-of~living adjustment giving 100 percent of the increase in
Thirthe Consumer Price Index would be unacceptable.

A R
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¥ Background
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When Congress extended Soclal Security coverage to Federal
employees hired after December 31, 1983, it created the need for
& new retirement system to supplement Social Security benefites.
(The Civil Bervice Retlrement System, which covers Fedeara)
workers generally, was dezigned to apply to people without Social
Security coverage, so it is inappropriate and too expensive to
use it for the new group.) :

kgt
. 1
-~ it

Congreass recognized the need for a new retirement system, but was
not prepared to create one at tha time Social Security coverage
wag extended. With Administration support, Congress set up 2
two-ysar transition arrangement for new employees: they pay 1.1
percant of salary to CSRS (lnstead of 7 percent} plus the Social
Securlty tag and are eligible for CSRS benefits offset by Social
Security benefitnm.

This arcangement expices December 31, 198S. If 2 new systems is
not in place and legialation i{s not enacted to extend the
transition schema, post-1983 employees will have to pay the full
7 parcent to CSRS and approximately 7 percent to Social Security.

Action to Date

o The President’a 1986 Budget {ndicated that the Administration
would seek & naw retirement Bystem costing about 20 percent
of payroll, {ncluding the employer‘s Social Security tax, and
using a defined contribution approach for at least part of

t
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the benefits. (A defined contribution plan specifies how
b ‘much the employer will put aside towards an employee's
" iretirement; the actual benefits are determined at the time of
Wl retirement based on the amount, including contributions and
i earnlngs, to the employee‘’s credit.)

. -employees to continua Government ezployment in order to

' -~ maximize their retlrement benefits. After reviewing ‘the

\ 30 agency comments, OPK decided to rethink its propoesel and has
" e chogen not to redesign or resubmit Lt pecimarily becausze of

.. 2greement with OMB on positive developments in the
,~§er‘L;aoth/5t@vmnﬁ efforts to fashlon an acceptable plan at &
7 teasonable cost. ’

e

f;iﬁj' In March, OPM submitted a legislative proposal to OMB to
il vy establish a new retirement system. It was clrculated to the
Zjﬁ.;t“‘ agencies for comment. The agencies expresgsed serious
ﬁhghyﬁg“ reservations about the OPH proposals because they werae
f;LH'rﬁfcqpcwrnwd that a purely deflned contribution appcoach shifted
1 dﬁ;ﬂﬁ” t00 much risk to employees and contained no incentives for
IS i
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Qﬁth/atav&nm Plan

— et

Senatore Roth and Stevena have been workling together ower the
last seversal months to prepare a bill for a new retirement
system, with potentf{al Democratic support fading in and out of
the picture. They afe pressing hard to introduce the bill before
the August recess. The details of the Hoth/Stevens plan are not
yet settled but the outline of the plan has been set. It follows
1 closaly the practlces of the private sector in providing for
employes retirement and conslets of three tiers:

1. Social Security provides the basic protection ngainst death,
dleabllity, and retirement.

2. A defined benefit plan provides the second source of
reticement income, with a disability insurance plan as well.

| 0 Banef{ts would be calculated based on length of secvice

i and high-five-year average salary (the current CSRS also
| v unes this defined benefltr approach but is based on a

1 high~three galacy).
\

¢ Limited protection against inflation would be provided by
fncreasing benetits automatically for a portion of any
’ increase {a the Consumecr Price Iadex (CPI}. A
Caost-of-1iving adjustment between 50 and 75 percent of the
‘ CPI is being discussed. ‘
t
’ 3. A Thrift Plan provides employees an opportunity to save
| current income to Increase thelr own retirement benefits.
|

0 Enployee contrlbutlons to the Thelft Plan would be tax
deferred, t.e., income tax would be collected .when the

money i{s withdrawn from the plan rather than when the
¢itployee earns the fonay.
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o The Government would match employee contributions to the
pian {at a rate between 50 cents and $1.00 from the
Governament for each employee dollar).

'c Employees would be able to choose among several investment
funds-~e.g., a Government Securities fund, a fixed income
fund, & stockmarket fund.

o A new off-budget agency would be created to administer the
' Theift Plan.

The coat of the Roth/3tevens plan s within the range

- contemplated by the Budget. Depending on the Senators® final

declsions, the cost will be between 19 and 22 percent of payroll.

- This compares to the cost to the Government of the current CSRS,

using OPM economic assumptions of 28 percent of payroll.

Generally, banefite under the Roth/Stevens plan would be better
than beneflits under CSRS fur saplayees who leave befare

“ retirement age and for employees who work to age 62. Benefits
iwould not be as liberal as at present for those who retire at the
sarly age of 5S.

Law enforcement officers, firefightera, and alr traffic
controllecs would continue to be eligible for early retirement,
though at age 55 rather thanm 50, with unreduced benefits. The

- Foreign dervice Retirement System and the CIA Retirement and .

Disability Systems would not be affected by the Roth/Stevens bill.

Employees covered by CSRS would be geraltted ta elect to enter
the new system, in which case the benefitg they have earned under

- CSRS would ba preserved and subsequent benefits would be earned

under the new aystem.

Next Stepa

The Roth/Stevens proposal has genaral Administratlon suppoct
(with the caveat that full COLA Is unacceptable). When the bill
fs-Antroduced, it will be circulated to agencies for comment and
the Administration will seek to resolve any particular pcoblems
that ace found.
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